KEY TRENDS
• The decline in employment in home health care services has slowed, falling 6.6 percent in the first quarter of 1999 after a fourth-quarter decline of 8.1 per cent. Non-supervisory employment also declined, down 6.7 percent in the first quarter of 1999, driving a 4.7-percent decrease in this industry's implied pay rolls. (Implied payrolls are calculated by multiplying the number of non-supervi sory workers by their average weekly earnings. Average weekly earnings are average weekly hours times average hourly earnings.) Home health care ser vice employment and payroll decreases began in the first quarter of 1998, follow ing public sector actions to control Medicare spending growth and detect fraud and abuse.
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• Employment in all private and govern ment hospitals increased by 1.3 percent in the first quarter of 1999, driven by a 1.5-percent growth in private hospital employment and a 1.7-percent increase in local government hospital employment. Employment in Federal Government hospitals continued to decline. • Inpatient days increased by 0.8 percent in the third quarter of 1998, compared with the same period of the previous year. This increase is the second in three quar ters and only the second in a 6-year peri od. An increase of 1.2 percent in hospital admissions was tempered by a 0.4-percent decline in the adult length of stay, the 36th consecutive quarterly decline.
• Hospital Insurance (HI) Trust Fund assets rose 8.3 percent in the first quar ter of 1999. Estimates in the 1999 Annual Report of the Board of Trustees of the Federal Hospital Insurance Trust Fund indicate that, given current law and trends, the Part A trust fund will be exhausted in 2015.
• Consumer Price Index (CPI) medical price growth, which appeared to have reached a trough in the fourth quarter of 1997 at 2.6 percent, increased 3.5 per cent for the third consecutive quarter in the first quarter of 1999.
• Faster growth in medical prices over the past year was attributable to accelerating drug and hospital price growth.
• Producer Price Index (PPI) growth for both skilled nursing facility (SNF) and home health care services fell to near his torical lows in the first quarter of 1999. 
HOSPITAL OCCUPANCY RATES
Reversing a second quarter decline, the adult occupancy rate again increased, ris ing 0.8 percentage points in the third quar ter of 1998 ( Figure 1 ). Inpatient days rose 0.8 percent from the same period of the pre vious year, and staffed beds decreased only 0.6 percent. The adult occupancy rate rep resents the ratio of the average daily hospi tal census (inpatient days divided by the number of days in the year) to the average number of staffed hospital beds. The adult occupancy rate has decreased about 14 percentage points over the long term, from 73.1 percent in the second quarter of 1983 to 58.7 percent in the third quarter of 1998. The number of staffed hospital beds has fallen about 18 percent, from 1,005,718 in the second quarter of 1983 to 824,630 in the third quarter of 1998. With the exception of the first and third quarters of 1998, the number of inpatient days has decreased every quarter since the first quarter of 1990. A 33.4-percent decline in inpatient days since the second quarter of 1983 has been the main reason for the long-term decline in the adult occupancy rate. 
HOSPITAL ADMISSIONS AND OUT PATIENT VISITS
Hospital admissions rose 1.2 percent in the third quarter of 1998, compared with the same period of the previous year, while outpatient visits rose more rapidly, increas ing 7.7 percent (Figure 2 ). The pace of growth in outpatient visits picked up from the 6.4 percent posted in the second quar ter of 1998 and appears to be accelerating.
For the third quarter of 1998, operating expenses increased 4.0 percent, compared with the same period of the previous year, and hospital revenues were up 3.0 percent. The 1.0-percentage-point difference in growth rates is the largest gap between expense and revenue growth rates in more than 9 years. Inpatient revenues increased by 1.1 percent but inpatient expenses grew by 1.9 percent. Outpatient revenues grew by 7.2 percent and outpatient expenses rose by 8.0 percent. On a per utilization basis, however, the expense per inpatient admission increased by 0.7 percent, while the expense per outpatient visit increased only 0.2 percent. 
MEDICARE TRUST FUND OPERATIONS
Total Medicare outlays (the sum of Part A and Part B outlays) decreased 4.3 per cent in the first quarter of 1999. Although Medicare Part A outlays rose 1.0 percent, Part B outlays dropped 12.3 percent. The HI Trust Fund income grew 9.9 percent, and, by the end of the first quarter of 1999, the level of assets in the HI Trust Fund increased 8.3 percent from the same peri od 1 year earlier (Figure 3 ). This was the fourth consecutive quarterly increase in assets and was attributable to the 9.9-per cent income increase coupled with only a 1.0-percent increase in outlays. A strong economy with low unemployment contin ued to boost HI Trust Fund income, while outlays slowed for reasons similar to those explaining lower outlays in 1998: Lower Medicare hospital updates for reimburse ment rates for 1998 and 1999 under the Balanced Budget Act of 1997 and continu ing efforts to combat fraud and abuse. 
HEALTH SECTOR EMPLOYMENT AND PAYROLLS
A 1.2-percent increase in private health services employment in the first quarter of 1999 masks a second consecutive drop in nursing home employment (-0.6 percent) and a continuing decline in home health care ser vices employment (Figure 4) . Following nine quarters of deceleration, in the fourth quarter of 1998, nursing home employment growth experienced its first decline of the 1990s (-0.4 percent), com pared with the same period of the previous year. The home health care employment decrease of 6.6 percent in the first quarter of 1999, however, represents a deceleration from the declines of the previous two quar ters. For home health care services, the rapid employment growth of previous years began to slow after the first quarter of 1994; actual decreases began in the first quarter of 1998. These declines followed public sector actions to control Medicare spending and detect fraud and abuse. This latest quarter's home health care employ ment decline, along with shrinking average weekly hours worked (down 1.4 percent) caused a 4.7-percent decrease in implied payroll, well below the 3.5-percent increase in payrolls for the health sector overall. Payrolls for health industries other than home health care rose between 2.5 and 5.5 percent, while total private economy pay rolls increased 5.2 percent. 
MEDICAL PRICES
Medical prices, as measured by the CPI-U (urban consumers), grew 3.5 per cent between the first quarter of 1998 and the first quarter of 1999 ( Figure 5 ). The annualized growth for each of the past two quarters had also been 3.5 percent, nearly a percentage point faster than the recent trough in medical price growth of 2.6 per cent reached in the fourth quarter of 1997. By comparison, the growth in the CPI for all items less energy has remained essen tially flat, at about 2.1 percent between the fourth quarter of 1997 and the first quarter of 1999. If declining energy prices over this period were included, this divergence would be even more significant. Growth in the PPI for health services has also accel erated over the past year.
The faster growth in medical prices appears to be the result of two major fac tors. First, drug price growth has acceler ated rapidly in the past year. Second, hos pital prices also grew faster in recent quar ters. This acceleration in price growth for drugs and hospital services exceeded the slowdown in growth of nursing home and home health care services prices. Each of these trends is discussed in detail in the next few sections. 
PRESCRIPTION DRUG PRICES
As shown in Figure 6 , growth in the CPI for prescription drugs continued its recent acceleration in the first quarter of 1999. Between the fourth quarter of 1997 and first quarter of 1999, consumer prescription drug price growth has increased from a 1.9 percent to a 5.5-percent growth rate, when compared with the same period 1 year ear lier. Much of this acceleration is attribut able to rapid increases in prices of several top-selling brands of prescription drugs for allergies, diabetes, acne, and arthritis.
The PPI for ethical (prescription) prepa rations shows a much faster acceleration in growth than the CPI over the past year. The large magnitude of the acceleration can be traced specifically to large increases in psychotherapeutic drug prices in the first half of 1998 because of sampling vari ability. However, even excluding psy chotherapeutics, the PPI for prescription drugs still increased in the 5-to 6-percent range for 1998, compared with approxi mately 3 percent for 1997. Given the unusually large increase in this index for 1998, overall PPI prescription drug price growth should continue to decelerate in 1999 until it reaches a more stable level. 
HOSPITAL SERVICES, WAGES, AND PRICES
Both the producer and consumer prices for hospital services accelerated in the first quarter of 1999, continuing the recent trend. For each of these indexes, the accel eration has been in both inpatient and out patient price growth.
An analysis of average hourly earnings (AHE) for private hospital workers pro vides some insight into why output prices (those measured by the CPI and PPI) are increasing faster in current quarters. As shown in Figure 7 , growth in the AHE for private hospital workers has increased from 2.8 percent in the second quarter of 1998 to 3.5 percent in the first quarter of 1999. The Employment Cost Index (ECI) for hospital workers (part of the occupa tional wage blend used in the HCFA PPS [prospective payment system] Hospital Input Price Index) has also exhibited a sim ilar pattern over this period. The decelera tion in the HCFA PPS Hospital Input Price Index over this period is attributable in part to the slowdown in growth of the PPI for prescription drugs following the tremendous increases of 1998, as described in the previous section. 
NURSING HOME SERVICES WAGES AND PRICES
Unlike that for hospitals, nursing home price growth has been constant or deceler ating for the past four quarters. As Figure  8 shows, this seems to reflect the deceler ating growth of hourly earnings in nursing homes and the relatively constant growth of input prices as measured by the HCFA SNF input price index. Standard & Poor's DRI projects the HCFA SNF input price index to continue to grow at similar rates over the next few quarters, despite the deceleration in AHE. This is because the HCFA SNF input price index reflects a con stant skill mix of workers by using the ECI. The deceleration in the AHE for nursing homes (which does not hold skill mix con stant) implies a shift to less skilled, lower paid workers. Part of this may be the result of the new PPS for Medicare SNF ser vices mandated by the Balanced Budget Act (BBA) of 1997. It has been claimed by the industry that the payment system is forcing nursing homes to turn away more complex cases because the payment rates do not reflect the costs of providing these ser vices (Hilzenroth, 1999) . Growth in the public sector PPI for nursing homes is now at its lowest point since its introduction, decelerating from 4.7-percent annual growth in the fourth quarter of 1998 to 3.9 percent in the first quarter of 1999. 
HOME HEALTH CARE SERVICES, WAGES, AND PRICES
The BBA, as well as Medicare fraud and abuse initiatives, appear to have had a sig nificant impact on home health wages and prices. The significance is caused by Medicare's large portion of total home health expenditures. Although input cost growth has remained stable over the past four quarters, home health care prices, as measured by the PPI, have decelerated from 2.9 percent in the second quarter of 1998 to 0.3 in the first quarter of 1999 ( Figure 9 ). The Medicare portion of this index has decelerated from 2.3 to -0.6 per cent over this same period. Yet an analysis of hourly earnings for home health care workers shows a dramatic acceleration in growth. Because payrolls and employment have declined dramatically in home health care agencies (Figure 4 ), the implication is that lower skill positions are being elimi nated, causing a higher average hourly wage that is accelerating.
Overall, the deceleration in price growth and the declines in employment seem to support reports that many home health agencies have cut back on services not covered by Medicare or have closed or merged with other agencies in response to changes in Medicare policies and pay ments (U.S. General Accounting Office, 1998 Office, , 1999 . With a PPS scheduled to be implemented on October 1, 2000, the industry may continue to be transformed over the next year.
BACKGROUND INFORMATION ON DATA SOURCES AND METHODS

Community Hospital Statistics
Since 1963, the American Hospital Association (AHA), in cooperation with member hospitals, has been collecting data on the operation of community hospitals through its National Hospital Panel Survey. Community hospitals, which comprised more than 80 percent of all hospital facili ties in the United States in 1997, include all non-Federal, short-term general, and other special hospitals open to the public. They exclude hospital units of institutions; psy chiatric facilities; tuberculosis, other respi ratory, and chronic disease hospitals; insti tutions for the mentally retarded; and alco hol and chemical-dependency hospitals.
The survey samples approximately onethird of all U.S. community hospitals. The sample is designed to produce estimates of community hospital indicators by bed size and region (American Hospital Association, 1963-98) . In Tables 1 and 2 , statistics covering expenses, utilization, beds, and personnel depict trends in the operation of community hospitals annually for 1994 to 1997 and quarterly from 1995 through the third quarter 1998, after which data collection was discontinued.
For purposes of national health expendi tures (NHE), survey statistics on revenues are analyzed in estimating the growth in the largest component of health care costs-community hospital expenditures. This one segment of NHE accounted for 30 percent of all health spending in 1997 (Braden et al., 1998) . The survey also identifies important factors influencing expenditure growth patterns, such as changes in the number of beds in opera tion, number of admissions, length of stay, use of outpatient facilities, and number of surgeries.
Medicare Trust Fund Operations
Separate trust funds finance the opera tions of the two parts of the Medicare pro gram (Table 3) Tables 4, 5 , and 6 present statistics on employment, non-super visor y employment, average weekly hours, and average hourly earnings for the private non-farm business sector and industries in health services.
National Economic Indicators
National economic indicators provide a context for understanding health-specific indicators and how change in the health sector relates to change in the economy as a whole. Table 7 presents national indica tors of output and inflation.
Gross domestic product (GDP) mea sures the output of the U.S. economy as the market value of goods and services pro duced within the geographic boundaries of the United States by U.S. or foreign citizens or companies. Constant dollar or "real" GDP removes the effects of price changes from the valuation of goods and services produced, so that the growth of real GDP reflects changes in the "physical quantity" of the output of the economy. In the most recent comprehensive revision of the National Income and Product Accounts, the method for removing the effects of price changes was altered. The GDP estimates are now deflated using "chain-weighted" price indexes. This method replaces the previous fixed-weight method of deflating the GDP estimates (U.S. Department of Commerce, 1996 Commerce, , 1998 .
PRICES
Consumer Price Indexes
BLS publishes monthly information on changes in prices paid by consumers for a fixed market basket of goods and services. Tables 7, 8 , and 9 present information on the all-urban CPI that measures changes in prices faced by 87 percent of the non-insti tutionalized U.S. population. The more restrictive wage-earner CPI gauges prices faced by wage earners and clerical workers. These workers account for approximately 32 percent of the non-institutionalized popu lation (U.S. Department of Labor, 1998b).
The index reflects changes in prices charged for the same quality and quantity of goods or services purchased in the base period. For most items, the base period of 1982-1984 is used to define the share of consumer expenditures purchasing specif ic services and products. Those shares or weights remain constant in all years, even though consumption patterns of the house hold may change over time. This type of index is called a fixed-weight or Laspeyres index.
CPIs for health care goods and services depict list price changes for out-of-pocket expenditures. The CPI for medical care ser vices also includes an indirect measure of price change for health insurance coverage purchased directly by consumers. The com posite CPI for medical care weights together product-specific or service-specific CPIs in proportion to household out-of-pocket expenditures for these items. In addition, some medical care sector indexes measure changes in list or charged prices, rather than in prices actually received by providers after discounts are deducted. In several health care areas, received or transaction prices are difficult to capture, although BLS is making advances in this area.
In the NHE, a combination of CPIs for selected medical care items, input price indexes for nursing homes, and the PPI for hospitals are used as measures of inflation for the health industry. The indexes are used to develop a chain-weighted price index for personal health care to depict price changes affecting the entire health care industry more accurately than does the overall CPI medical care index (Levit et al., 1998) .
Producer Price Indexes
BLS produces monthly information on average changes in selling prices received by domestic producers for their output. These prices are presented in Tables 7, 8 , and 9 as the PPI. The index is designed to measure transaction prices and is different from the CPI, which in some cases measures list or full-charge prices. The PPI is a fixed-weight or Laspeyres index, with base-period weights determined by values of receipts. The base period varies among series.
The PPI consists of indexes in several major classification structures, including the industry and commodity classifications that are included in the Health Care Indicators. The PPI by industry classifica tion measures price changes received for the industry's output sold outside the industry. PPI changes for an industry are determined by price changes for products primarily made by establishments in that industry. The industry into which an establishment is classified is determined by those products accounting for the largest share of its total value of shipments. The PPI by commodity classification mea sures price changes of the end product (end use or material composition). The classification system for PPI commodity groups is unique to the PPI and is divided into 15 major commodity groupings.
Although PPIs for medical commodities have existed for many years, PPIs for health service industries are relatively new. Most index series began in 1994, and the index series for the composite health services industry does not begin until December 1994. However, the PPI for hos pitals began in December 1992, providing enough data for a useful time series. The PPI for hospitals is a measure of transac tion prices or net prices received by the producer from out-of-pocket, Medicare, Medicaid, and private third-party payer sources. The PPI for hospitals should not be compared with the CPI for hospital and related services. Although other PPI and CPI series are somewhat comparable (for example, the PPI-Offices and Clinics of Doctors of Medicine and the CPIPhysicians' Services), the PPI and CPI for hospitals have important differences in survey scope and methodology. The PPI for hospitals measures price changes for the entire treatment path, measures net transaction price, includes Medicare and Medicaid, samples both urban and rural hospitals, and reflects total hospital rev enue from all sources in its index weights. On the other hand, the CPI for hospitals measures price changes for a discrete sam ple of hospital services singly, measures published charges, excludes Medicare and Medicaid, samples only urban hospitals, and reflects only consumer out-of-pocket expenses and household health insurance premium payments in its index weights. These differences make a direct compari son between the PPI and CPI hospital ser vices indexes inappropriate.
The PPI for the health services industry is available by detailed industry groupings. For example, general medical and surgical hospitals consist of inpatient and outpatient treatments, which in turn consist of Medicare, Medicaid, and all other patients. These patient categories consist of more detail, such as diagnosis-related groups (DRGs) for Medicare. Although most of the data used to measure PPI price changes for health services are collected through a sample, there are specific instances where data are collected from both a sample and from price changes in Federal regulation. This is the case for Medicare hospital inpatient services and Medicare offices and clinics of doctors of medicine. The producer price changes in Medicare hospital inpatient services are computed from a combination of a national sample of DRGs in hospitals, DRG relative weights from the PPS final rules published in the current and historical year, and other adjustments. The producer price changes in Medicare offices of doctors of medicine are computed from a combina tion of a geographic area sample of pay ments under the HCFA Common Procedure Coding System (HCPCS), HCPCS updates from the November 2, 1998, Federal Register, and other adjust ments. Because of different methodolo gies, these two Medicare PPIs are not com parable to the national updates computed by HCFA and published in the Federal Register.
Input Price Indexes
In 1979, HCFA developed the Medicare Hospital Input Price Index (hospital mar ket basket), which was designed to mea sure the pure price changes associated with expenditure changes for hospital ser vices. In the early 1980s, the SNF and Home Health Agency (HHA) Input Price Indexes, often referred to as "market bas kets," were developed to price a consistent set of goods and services over time. Also in the early 1980s, the original Medicare Hospital Input Price Index was revised for use in updating payment rates for routine costs of Medicare inpatient services. All of these indexes have played an important role in helping to set Medicare payment percent increases and in understanding the contribution of input price increases to growing health expenditures.
The Input Price Indexes, or market bas kets, are Laspeyres or fixed-weight index es that are constructed in two steps. First, a base period is selected. For example, for the PPS Hospital Input Price Index, the base period is 1992. Cost categories, such as food, fuel, and labor, are identified and their 1992 expenditure amounts deter mined. The proportion or share of total expenditures included in specific spending categories is calculated. These proportions are called cost or expenditure weights. There are 26 expenditure categories in the 1992-based PPS Hospital Input Price Index.
Second, a price proxy is selected to match each expenditure category. Its pur pose is to measure the rate of price increas es of the goods or services in that category. The price proxy index for each spending category is multiplied by the expenditure weight for the category. The sum of these products (weights multiplied by the price index) over all cost categories yields the composite Input Price Index for any given time period, usually a fiscal year or a calen dar year. The percent change in the Input Price Index is an estimate of price change over time for a fixed quantity of goods and services purchased by a provider.
The Input Price Indexes are estimated on a historical basis and forecast for several years. The HCFA-chosen price proxies are forecast under contract with Standard and Poor's DRI. Following every calendar year quarter, in March, June, September, and December, DRI updates its macroeconomic forecasts of wages and prices based on updated historical information and revised forecast assumptions. Some of the data in Tables 10-12 are forecast and are expected to change as more recent historical data become available and subsequent quarterly forecasts are revised. The methodology and price proxy definitions used in the Input Price Indexes are described in the Federal Register notices that accompany the revisions of the PPS Hospital, HHA, and PPS SNF pay ment updates. A description of the current structure of the PPS Input Price Index is in the August 29, 1997, Federal Register, and the most recent PPS hospital update for payment rates was published in the July 31, 1998, Federal Register. The latest HHA regulatory Input Price Index was published in the August 11, 1998, Federal Register. The latest SNF input price index was published in the May 12, 1998, Federal Register. Periodically, the Input Price Indexes are revised to a new base year so that cost weights will reflect changes in the mix of goods and services that are purchased. Each revision allows for new base weights, a new base year, and changes to certain price variables used for price proxies.
Each Input Price Index is presented in a table with both an index level and a fourquarter moving-average percent change. The Hospital Input Price Index for PPS is in Table 10 , the SNF Input Price Index is in Table 11 , and the HHA Input Price Index is in Table 12 .
Medicare Economic Index
In 1972, Congress mandated the devel opment of the Medicare Economic Index (MEI) to measure the changes in costs of physicians' time and operating expenses. The input price change measured by the MEI is considered in connection with the update factor for the Medicare Part B physician fee schedule under the Resource-Based Relative Value Scale (RBRVS, November 22, 1996, Federal Register) or is used as an advisory indicator by Congress in updating the fee schedule. The MEI is a fixed-weighted sum of annual price changes for various inputs needed to produce physicians' services with an offset for productivity increases. Like a tradition al Laspeyres index, the MEI is constructed in two steps. First, a base period is select ed (1996 for the MEI), cost categories are identified, and the 1996 expenditure shares by cost category are determined. Second, price proxies are selected to match each relative expenditure category. These prox ies are weighted by the category weight determined from expenditure amounts and summed to produce the composite MEI. Unlike a traditional Laspeyres index, the compensation portion of the MEI is adjusted for productivity, so economywide produc-tivity and physician-practice productivity are not both included in the update, result ing in a double counting of productivity.
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